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HOME MORTGAGE LENDING IN ELECTION YEAR 


N the vernacular of that “smoke-filled room” where traditionally the politi- 
| cal pot comes toa boil, it is difficult to get the “angle” on what might de- 

velop in the home mortgage market during the riptides of election year. Just 
a year ago this month, on March 8, the Federal Reserve Banks, to help curb 
inflation, stopped buying government bonds at high, fixed prices. Prior to then 
those purchases had been pumping an increasing flow of money into the banking 
system. Since the Federal Reserve stopped buying government securities at 
pegged prices, the quotations on government bonds have slipped from above par 
to a low in mid-January of 95.20 for long-term bank ineligibles, maturing in 15 
years or more. The drop in the price of governments has been accompanied by 
lower prices for corporate and municipal issues. 


The rise in bond yields reacted disastrously on the market for VA loans, 
and to a somewhat lesser degree on FHA loans, and catapulted the mortgage com- 
panies operating in this field into an outlook for new business as black as the 
inside of a wolf’s mouth. 


Since we hung up the calendar for 1952 some members of the Mortgage Bankers 
Association profess to see an improving market in the near future for VA mort- 
gages. With a dismal year left behind, it is only human to envision more favor- 
able conditions in the period ahead. This optimism is quite natural, if a bit diffi- 
cult to understand. However, in the light of experience, to nurse expectations 
that institutional investors will be interested in financing VA loans at 4 per cent 
in an era of higher interest rates is like following a will-o’-the-wisp. 


Most local institutions will continue to make VA loans in their own deposit 
territory to protect their business by providing customers who want VA mortgages 
with the type of financing they seek. Taking care of applications for GI home 
loans is likewise an important feature of their public relations program. But these 
local banks and savings and loan associations will originate only and not buy VA 
loans, and they are not interested in a secondary market. 


It is also quite likely that some institutional investors will continue to purchase 
VA loans, if available below par, on a highly selective basis. This will in all 
probability be a minority activity, but between what is bought by these investors 
and what local institutions originate for their own portfolios, enough VA’s will be 
taken at 4 per cent to still most of the complaining by veterans’ organizations. 
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For a while hope of an incentive for more action in VA mortgages was in the 
air when T. B. King, Director, Loan Guaranty Service, pricked up his ears at a 
proposal to let home builders absorb a 2 per cent discount of the permaneht loan 
which might have to be paid to create sales in the secondary market. After 
wrangling over this proposal at some length, the Veterans Administration refused 
to give it consideration, explaining its refusal with the trite comment that it 
“wasn ’t necessary.” Subsequent to the squelching of this proposal the VA, with 
a flourish which bordered on *hippodroming, ” tried to sell about $100 million of 
its direct loans to private investors. But with all the ballyhoo, by early February 
it appeared to be pretty much of a flop as few institutions have any interest in 4 per 
cent paper at par. 


With VA housing activity close to a standstill (see chart), a House veterans’ 
affairs subcommittee brought in key men from VA and veterans’ organizations 
for a hearing and then put its stamp of approval on a bill to make available $125 
million in direct loans to war veterans for home purchases over the next 16 months. 


On February 19 the House passed this bill by a vote of 341 to 0 and sent it to 
the Senate. The measure authorizes an increase to $275 million of the present 
revolving fund of $150 million from which the Veterans Administration now makes 
direct mortgage loans to veterans for home purchases. The maximum of any loan 
under the program is $10, 000 and the interest rate is 4 per cent. In each quarter 
between enactment of the bill and its expiration on June 30, 1953, up to $25 million 
of the new money would be available to veterans unable to secure GI home loans 
from private sources at 4 per cent interest. All of the revolving fund presently 
authorized now is committed. The measure must now run the legislative gauntlet 
of the Senate, and we believe it will pass. 


The market for VA toans is becoming progressively more stagnant because of 
the intractable oppugnance on the part of the Veterans Administration to increase 
the rate of interest to a competitive level. It is now very clear that it is quite im- 
possible to enforce the cheap money policy any longer on a market where the natural 
interest standard has moved to a higher level. If GI loans are to be made in any 
volume they will have to provide a better return to institutional lenders. On the 
other hand, if private investors do not come in soon and take these loans, the only 
other course open is a direct government loan operation on a large scale. No one 
wants to see that, but the possibility is there, with an estimated 9, 500, 000 veterans 
still eligible for financing home purchases under the bill. 


While mortgage money is supposed to be in somewhat easier supply than it was 
through most of 1951, there are plenty of complaints concerning the non-availability 
of mortgage funds. At the National Home Builders convention in Chicago more fear 
was expressed over the shortage of mortgage funds than there was over any 
threatened shortage of building materials. 


Many builders are bitter over the scarcity of mortgage money for home con- 
struction and tend to saddle the blame on the bankers who, they think, are holding 
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out for stiffer interest rates. As for the bankers, they complain with equal bit- 
terness that the lending policies of Federal agencies like VA and FNMA are hold. 
ing mortgage interest rates to artificially low levels and squeezing private funds 
out of the housing market. 


In weighing the mortgage situation it should be kept in mind that in most areas 
local mortgage money is supplemented by funds from out-of-town sources, ‘foreign 
money” itis sometimes called, and it is this outside capital which to a large degree 
determines the abundance or dearth of mortgage funds. Such outside money, how- 
ever, is very sensitive to changes in investment yields, and if greener pastures 
develop in other investment fields, bonds for instance, it withdraws from the mort- 
gage market. Since many local lending institutions are not able to expand their 
mortgage investment program rapidly, they are not in a position to fill the vacuum 
when the outside money stops coming in. Asa result there is a scarcity of loan- 
able funds and g in interest rates. What actually takes place is that the 
marginal lender drops out of the local picture and very little, if any, more mortgage 
money is to be had at the low interest rates available on government-insured loans. 
This cripples the operative builder who has relied on his firm commitments to ar- 
range tor construction financing. 


H uilders who have exhausted their pre-Regulation X commitments are 
finding it confusing to adjust their construction plans to the financing facts of life 
in an e! f controls. One of the major factors of confusion is the extent of the 
effectivens if existing credit and material controls over private construction. 
The disturbing element is the remaining backlog of loan commitments taken out 
under the “old” program of easy housing credit. 


Under the liberal credit terms which prevailed prior to October 1950, home 
builders enjoyed a “junket” the like of which they never knew before. Sales were 
made so easily they were nearly automatic, with GI’s able to “buy” a home with 
just a token down payment or no down payment at all. 


Builders with a tract of land available and some sketches of specimen houses, 
aided by interested mortgage lenders who initialed applications for home loans by 
the hundreds so their customers could be under cover before the boom was low- 
ered, filed plans for thousands and thousands of houses. Tentative FHA approvals 
were usually obtainable without delay, especially if the builder was carrying on 
construction operaticas in a contiguous location. Of the 1, 100, 000 dwelling units 


Started in 1951, over 400, 000 were built and sold under liberal pre-Regulation X 
terns 


Dee 


n reported that there are still some 300, 000 of the old commitments 
¢ rbed. If this is true, and I doubt it, the builders who are holding these 
approved loan commitments are sitting in the driver’s seat. Some mortgage mar- 
ket experts have expressed the opinion that the day is here to place a time limit on 
the implementation of loan commitments made prior to October 1950. The idea is 
i that if such units are not started by some definite date they would be canceled by the 
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Federal agency which authorized the loan approval. 


Although housing starts in 1951 dropped 303, 000 below the 1, 396, 000 starts in 
1950, the estimated total of mortgages recorded on nonfarm homes of $20, 000 or 
less reached a new all-time record in dollar volume of $16.4 billion - an increase 
of 1 per cent over the preceding year. There were not as many mortgage instru- 
ments put on record in 1951 as there were in 1950, about 5 per cent fewer, and the 
average mortgage amount per recorded instrument moved upward from $5, 335 to a 
top of $5,701, which was a lesser increase than was shown in 1950. 


The savings and loan associations again did the lion’s share of the home mort- 
gage business in 1951, with 32 per cent of all recorded mortgages of $20, 000 or 
less to their credit; this was a 5 per cent gain over 1950. Commercial banks and 
insurance companies made no gain in home loans in 1951, recording 21 per cent and 
10 per cent, respectively, which was no change from their figures of 1950. The 
mutual savings banks, however, showed a loss of 5 per cent in their home mort- 
gage business compared to the previous year. 


Despite all the conferences which have been held with government officials 
in an effort to improve the mortgage situation, it is still interwoven with confu- 
sion and turmoil. Some short-sighted builders and mortgage men want Regulation X 
repealed and the old liberal, inflationary credit terms restored. Builders and 
mortgage bankers with more foresight are of the opinion generally that a year of 
readjustment from the hangover of overbuilding is what the home building industry 
needs. The present real estate boom has been going for 8} years and it is beginning 
to show signs of getting out of breath. While real estate activity will stay above 
normal during 1952 in most metropolitan areas, we believe it will experience a 
slowly declining trend for the next several years. Beyond doubt 1952 gives an 
opportunity for adjustment to a lower level of real estate and construction activity 
which falls closely in line with supply and demand. 


When Raymond Foley, HHFAdministrator, announced in Washington and again 
in Chicago that the ceiling, not the goal, on housing for 1952 was 800, 000 homes, 
builders with their sights set on a million immediately objected. By ordinary 
standards that rate of housing production would be considered satisfactory, but it 
appeared a little too tight to them after the high-water marks of home construction 
in 1950 and 1951. However, with home building lagging behind the first two months 
of 1951, it is now becoming apparent that demand rather than controls will deter- 
mine the volume of home building in 1952. 


Much of the residential construction put in place last year enjoyed the benefits 
ofthe oldeasy financing and escaped the tighter credit requirements of Regulation X. 
This year with most builders compelled to seek financing under the stiffer mort- 
gage terms now effective, the number of prospective home buyers will fall off 
considerably. 


In areas where there is a demand for housing, homes that can be built and sold 
aa 
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for $12, 000 or less should find a fairly ready market, and the necessary financing 
should be relatively easy to obtain. In the price bracket above that up to $15, 000 
they will be “sticky” and financing tighter. Above $15, 000 there will be very little 
activity except in custom-built jobs. The building material situation is decidedly 
brighter with the announcement by the government that allotments of aluminum 
and copper will be increased and that more structural steel will be available in the 
third quarter. 


With the mortgage market disrupted by the pertinacity of the government 
in maintaining the 4 per cent veterans’ subsidy rate, the interest of most institu- 
tional lenders is focused on conventional loans. Contrary to some reports, there 
is an adequate supply of mortgage funds available but only at higher interest rates 
in harmony with the free market. 


Notwithstanding the heavy acquisition of mortgages by the life insurance com- 
panies in 1951, there is not a shadow of a doubt that there will be a plentiful flow 
of insurance company money for conventional loans at an average rate of not less 
than 44 per cent; that there will be a tempered interest in FHA’s at par, or less, 
but GI’s on the present basis will continue to be unattractive. The life companies 
are encouraging their correspondents to go after more conventional loan business, 
but all the urging from the home office isn’t going to make much difference. The 
correspondents will get a few mortgages, but the savings and loans will beat them 
to the punch most of the time. Last year the life insurance companies recorded 
$1, 615, 000, 000 in home loans and the savings and loans $5, 295, 000, 000. In 1950 
it was the same story. It may be of interest to note that the Institute of Life In- 
surance reports home mortgage commitments of the life companies are down 
from $2 billion a year ago to not much over $1 billion today. 


In 1951 the commercial banks recorded $3, 370, 000, 000 of home loans. 
C. Francis Cocke, president of the ABA, says: “We believe a conservative 
estimate of additional funds which banks will want to put in mortgages during 
1952 will be in the neighborhood of $5 billion.” No one would doubt that the com- 
mercial banks have that amount, and more, available, but I fear Mr. Cocke is 


drawing on his imagination if he thinks they will finance that volume of mortgages 
in 1952. 


Outside of the mortgages they have made customers, most commercial banks 
have in the past bought FHA and VA paper from originators and in the secondary 
market. For quite a long time back they have been curbing mortgage purchases 
and with their cooperative attitude concerning voluntary credit restrictions, and the 
current bank trend in the direction of increased liquidity of assets, we question 


their activity in mortgage financing on any major scale until the business visibility 
becomes clearer. 


Here and there over the country there are commercial banks which have de- 
veloped a large mortgage business with an equally large volume of servicing. 
These banks have been “big time ” mortgage originators maintaining extensive 
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welkorganized servicing departments and doing a substantial part of their business 
in the New York secondary market. With VA’s almost a dead issue, whether they 
switch their activities entirely to originating conventional loans or drag along on 
what FHA business they can do, remains to be seen. 


Savings deposits in the nation’s 529 mutual savings banks passed the $21 billion 
mark for the first time at the end of January. The increase over January a year 
ago was $104 million and the rise in mortgage holdings for the same period was 
$95 million, which brought the total mortgage portfolio to $9, 843, 000, 000, or 
41.6 of allassets. This indicates, of course, that some banks had a much 
higher ratio of mortgages. 


A widely accepted theory is that the higher dividend rates to which more 
and more savings banks are committing themselves are whetting their interest 
in mortgages on a steadily rising scale. With the continuing growth in deposits 
and the amortization payments on a new high level of mortgage holdings, it seems 
reasonable to suppose that competition for conventional loans, where the interest 
rate can be made to conform to the market, will be sharp. Interest rates have 
been climbing to 5 per cent and, away from metropolitan centers, to 54 and 6 per 
cent. The feeling, however, is that the going rate on conventional mortgages will 


level off at an average rate of not less than 44 per cent in the active mortgage 
lending centers. 


Some people maintain that before the summer of 1952 is over savings banks 
and other institutional lenders will be back in the market for FHA Title I1’s at a 
premium which will warrant mortgage originators to create these loans in quan- 
tity. The reason advanced by those holding this opinion is that institutional mort- 
gage buyers, because of their having digested most of their past commitments, 
with new investment money coming in freely, and with curtailment of housing 
Starts reducing the demand for loans, are quite likely to find competition develop- 
ing to a stage where 4-1/4 per cent insured mortgages will become attractive. 
This line of reasoning, I fear, will lead some mortgage bankers to hop to the 
conclusion that “happy days are here again.” 


I can’t see it that way. Most of the larger life insurance companies and 
many of the bigger savings banks put so many loans on their books last year that 
they will not aggressively seek to increase their present mortgage portfolios. I 
am inclined to think they will be satisfied to maintain their present ratio of mort- 
gage loans to total investments and reinvest in mortgages only those funds which 
represent repayments on mortgage principal. Consequently, mortgages in 1952 
must compete in a free market for institutional investment funds. 


On balance, savings and loans are not large institutions compared to many of 
the banks and life insurance companies, but with about 6, 000 associations over 
the country specializing in home loans they have been of recent years, and in 
my opinion will continue to be, the leaders in home financing. People like the 
folksy atmosphere prevailing in most of their shops and they like the prompt 

















service which is given when they apply for a mortgage loan. The savings and 
loans look forward to another good year and expect to be very active in provid- 
ing home financing. 


The president of one of New York’s large associations in a recent forecast 
predicts that at least $15 billion will be placed in home mortgages this year on 
one- to four-family homes in about 2, 500,000 transactions. He predicts new 
home construction will be about 850, 000 units in 1952, but that the demand for 
existing houses will continue good and that the financing of these homes will ac- 
count for two-thirds or more of the total number of mortgage loans recorded. 
His $15 billion total looks high to me, but if his prediction clicks it means savings 
and loans will do close to $5 billion in home mortgages in 1952. 


The momentum of the political wheel is increasing every day and it is a safe 
guess that many things will be said and done for the sake of marks on a ballot. 
As for the mortgage market - it is a queasy market and a political market, and 
what may happen before the year is over is as difficult to determine as how high is 
up. 


JOHNSON 











